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Abstract
State-owned enterprises play a significant role in many economies. Both, in Baltic countries and other EU member countries state 
owned enterprises (SOE) create a significant portion of the gross domestic product, often in a monopoly position of the market 
and provide important public services (energy, water, public transport, electronic communications, health, education, social 
services). This paper examines the ways the SOE holding reports are presented in Baltic countries and aims to investigate the gap 
between the requirements and reality based on a New Quality Model. The analysis revealed that there is a significant difference 
among the theory and practice. Also it presented the main issues, which arise when reporting on SOEs performance in Baltic 
Countries. Thus, the evaluation of the results obtained may allow to enhance public governance in Estonia, Latvia and Lithuania 
in terms of performance and its accountability.
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Introduction
Managing, controlling and reporting on state-owned enterprises (SOEs) is a crucial task for the governments of 
national, regional and local administrations, and sustainable public management practices in a globalized world. 
These tasks are of major importance for providing public services at good quality, in an economic way, and meeting 
the needs for sustainability not only in OECD countries. In line with New Public Management reforms, scholars, 
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international organizations such as the OECD, the EU, the World Bank, as well as policy makers emphasize the 
relevance of accountability and transparency of SOEs, especially regarding the increasing debates on government 
debt, corruption, shadow economy, and tax burden (Commission of the European Communities 2006; OECD 2005b; 
European Commission 2011a). The OECD Guidelines for Corporate Governance of State-Owned-Enterprises
illustrate the benefit of aggregate holdings reports and demand public administrations to publish such reports, which 
contain significant information on service provision, performance, development, and corporate governance (OECD 
2005b).
In Baltic countries the emergence of performance and its disclosure was caused by certain political events. When 
these countries have become members of Europe Union, they have undertaken to implement a more comprehensive 
performance reporting in public sector (Government of the Republic of Lithuania, 2009). In Estonia and Lithuania 
SOE reform was commenced with the goal of making the State a professional and responsible owner of these 
enterprises, actively seeking for more efficient performance of SOEs. However, empirical studies in Lithuania show 
that more than 60 % Lithuanian citizens do not believe that SOEs operate effectively and efficiently and that people 
clearly do not think SOEs are governed properly in Lithuania (Baltic Institute of Corporate Governance, 2012). The 
importance of the accountability arises from that fact that the quality of SOE governance is directly related to the 
quality of the holding reports. Countries that have strong and comprehensive SOE reports tend to have better 
governed SOEs (Sokol, 2009). At the same time, the completeness of the report is insufficient as an indicator. The 
quality to which the report is presented in practice is arguably more important. Gaps between the legal framework 
and practice can be an indicator of weakness in the legal system. However, there is still not created the common 
assessment of reports and not measured yet, how comprehensive and correct information is given in the annual 
reports. What is more, there is no comparison of the results among these three Baltic countries, which are similar to 
their historical background, size and economic situation.
Thus this paper illustrates the degree to which the existing SOE reports in Baltic countries are implemented in 
practice and examines and compares the reporting on SOEs in the 3 Baltic countries: Estonia, Latvia and Lithuania. 
The research question could be formulated as what are the main issues when reporting on SOEs financial and non-
financial performance?
1. Literature review
The promotion of SOE competitiveness in the market is a difficult process, when it is important to find a balance 
between equal opportunities for market participants to ensure quality and SOEs effective social and other public 
interest services (Per and Koen, 2010). State for its double – owner and the market regulator - role often gets 
criticized if SOEs are making loss activities, or, conversely, very profitable compared to the private sector (possibly 
making it more difficult for private enterprises) (World Bank, 2003). It is obvious that under these conditions, 
ensuring the competitiveness of SOEs is a difficult task that requires in-depth analysis in establishing the way of 
how to properly reflect and measure performance results in an appropriate use of the information obtained.
EU Member States have already started two decades ago to address the improvement of SOE performance issues. 
Sweden is one of the first European countries, reforming SOEs in 1998, emphasized the issue of more transparent 
and more professional performance management. Swedish reform can be regarded as a best practice example, where 
the successful reform transformed the SOEs into independently owned and operated national company (Detter, 
2006). The recommendations given by OECD (2010) divide five main principles promoting transparency and 
efficiency of SOEs performance: setting clear objectives at both national and enterprise level; SOEs monitoring 
security; SOEs performance auditing; SOEs reporting for stakeholder’s assurance; and transparency of SOEs. These 
principles, as a whole, form a good performance models based on the overall governance structure of SOEs (OECD, 
2005). The main attention is paid to the board's role, duties, functions and responsibilities of different levels of 
government (administrative vs. political) and purification of their responsibilities. What is more, sustainability is 
becoming more and more important - often the SOE represents the most polluting sectors (such as heavy industry, 
transport, energy supply). The main purpose of SOEs performance is identified decision declared delegation of 
powers to those who can make the biggest (positive) impact of SOE management efficiency in order to focus on 
SOE objectives and achieving performance targets by eliminating conflicts of interest or political influence threats. 
Thus, Papenfuss (2014) states that holding report should summarize all this aggregate information and individual 
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details on a city’s different types of SOEs, public holdings and agencies. Reports should begin with an overview of 
the city’s goals and should disclose information regarding performance, sustainability and corporate governance for 
each SOE.
All three Baltic countries, despite their similar historical background, have implemented the SOE reform 
differently. From the historical point of view, three Baltic countries have faced a very similar fate. All these 
countries have suffered the occupation and were a part of Soviet Union. However, they all have restored their 
independence the same year, 1991. Since then the new revival started of these countries, where economics started to 
re-emerge. However, the ways it was done and the politics were chosen differently, depending on each country 
separately. This may have caused the diverse development of SOEs in Baltic countries.
Another important fact worth mentioning is that all Baltic countries at first were seeking to privatize the state 
owned companies, however, based on the best practices of other countries and the recommendations given by 
OECD they did not rush. In 2004, after all Baltic countries became members of European Union, the joint Baltic 
OMX market was created, bringing Estonia, Lithuania and Latvia together under a common trading platform. In 
2008, the Baltic OMX market became part of the newly formed NASDAQ OMX Group, the largest publicly traded 
Exchange Company in the world. This provides single point access to Baltic and Nordic exchanges.
In all, there is still not investigated the non-financial performance of Estonian, Latvian and Lithuanian SOEs and 
their effectiveness. What is more, there are no studies whether the disclosure of information in Baltic countries’ 
SOE portfolio reports are sufficient and adequate to Europe Union requirements and OECD recommendations. Also 
it is very important to investigate what main issues arise when reporting on SOEs performance of these countries.
2. Methodology
After the recent implementation of state-owned enterprise reform in Estonia and Lithuania, new requirements for 
the reporting on these institutions were set. Thus, apparently it would seem that such reporting requirements force 
SOEs to provide relatively comprehensive and complete performance reports. However, the practice in other 
countries shows that reports may be noted to have a number of shortcomings. So it is essential to investigate the gap 
between the expected performance and how the performance is reflected in the SOEs reports in Baltic countries. In 
other words, the differences among the requirements and reality are essential to be investigated.
Seeking to analyze the peculiar aspects of SOE’s performance in Baltic countries, a number of public documents, 
OECD investigation and government reports, as well as the whole portfolio annual holding reports consisting of 137 
SOEs were chosen to investigate. The annual reports of 2013 were chosen to investigate. The analysis of annual 
reports is based on New Quality Model, which consists of 175 main criteria (Papenfuss, 2014). These criteria were 
derived from various international recommendations and best practices, consisting of theoretical requirements, 
recommendations in the academic literature, and from discussions about financial sustainability, cutback 
management, holistic control, intergenerational equity, qualified democratic participation, and reconfiguration of 
public services, outcome orientation, accountability and value for money. The sum/quality score of all criteria in a 
report can reach a maximum of 175 points. This broad mix of criteria guarantees an accurate quality index, the 
measurement and comparison of the results.
3. Results
3.1. Various document analysis of SOEs in Baltic countries
The main issues that arise after the analysis of corporate governance reports, expert opinions, as well as OECD 
recommendations on the quality of Estonia and Lithuania SOEs reports can be emphasized. As it was mentioned 
earlier, Latvia is still implementing the reform of SOEs, OECD has given recommendations how to correctly 
implement the SOE reform. 
After the investigation of SOE report also based on OECD recommendations, it can be said that the main arising
shortcomings in Estonian SOEs are: the shareholder’s objectives and expectations have not been sufficiently 
defined: the state must specify the strategic objectives of a company. The state must previously define its 
expectations with regard to the corresponding objectives, at least on a very general level;  “owner supervision” is 
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insufficient; supervisory boards of companies only serve their roles partially: the defining of objectives and 
expectations alone is not sufficient for prudent and appropriate management of state participations in companies –
the state also needs to ensure efficient supervision over achieving the objectives and meeting the expectations; The 
state, as a shareholder, serves several roles simultaneously: OECD recommendations for governance and 
management of state-owned enterprises require a clear separation of the state’s functions as a shareholder from any 
other function which may affect the activity of companies with state participation, especially the market regulation 
function; The state is slower and less flexible than a professional private-sector shareholder: the state’s activities in 
the performance of the shareholder's duties are subject to extensive rules and restrictions, with less flexibility in the 
design of work processes. Due to public sector remuneration principles and the corresponding restrictions, it may 
prove difficult for the state to recruit the necessary professional competence, competing with the private sector in the 
process; Responsibility for the performance of the duties of the state as a shareholder is fragmented: the state 
organization lacks a clearly structured and focused single entity with clearly defined liability for the governance of 
participations (Estonia Minister of Economic Affairs, 2013).
The European Commission (2014) has claimed its inference on the reform is stated in the report on Latvia’s 
performance. They state that a comprehensive reform of establishing a centralized State Owned Enterprise (SOE) 
manager under the PM, the gradual transfer of ministries’ stakes in SOEs to this manager, minority and non-core-
activity share divestments and an independent selection of board and council members of SOEs appear to be stuck in 
Parliament and may not be adopted before the  elections. This reform was promised to be in force by early 2014 
(after many delays) in the June 2013 Euro group commitment letter in the context of Latvia’s euro accession. SOE 
reform may be one of the key conditions for acceding to OECD, so the government may at least move forward 
before elections with independent selection of board and council members of SOEs. However, currently SOE 
management board members' salaries are capped and low compared to the private sector making it difficult to attract 
professional, high-level experts; besides, there are limitations on combining board position responsibilities with 
other engagements. The authorities should also revisit privatization plans for some bigger state assets (e.g., Mobile 
Company or Lattelecom) and continue divestments of minority shares (as initiated by the Privatization Agency in 
case of State Social Insurance Agency holdings).
The main reporting issues in Lithuania given in European Commission (2013) published the report of state-
owned enterprises are: a conflict of interest related to the regulatory and non-regulatory functions, and the 
combination of commercial and non-commercial business of SOEs, which is necessary to distinguish. The 
Government of the Republic of Lithuania (2011) also states that it is important to establish a clear and transparent 
model according to which the non-commercial operations are be financed in order to avoid cross subsidizing. This 
type of financing should not distort the market, which means that a company must operate according to conditions 
of fair competition, while executing its commercial activities. Government of the Republic of Lithuania (2011) 
defines another problem, which is the lack of clear objectives. Most SOE enterprises seek various and sometimes 
conflicting objectives, which lead to uncertainty of their statements, and does not constitute good conditions to asses 
a company's board and management's abilities. 
It should be noted that Lithuania and Latvia are not members of OECD, so documents are not binding on the 
national regulation. Nevertheless, the OECD guidance provided is a role model of corporate governance of the SOE. 
SOEs must distinguish the operating principles and the long-term goal-oriented business development mission to 
reflect the company's strategic direction, and form the state agreed with the objectives of the short-term performance 
objectives - performance indicators, which the company will seek in the short term. 
Conducted analysis presupposes the conclusion that in order to avoid the current problems, a control of SOE 
reports prepared should be strengthened. The assessment of the impact of these factors can help to improve the 
future performance of state-owned enterprises.
3.2. Quality of SOE reports analysis in Baltic countries
The study of national participation reports quality included Estonian and Lithuanian SOEs annual reports of 
2013. In the following, within the meaning of the criteria matrix used here (maximum possible score: 175) presented 
the evaluation of overall portfolio reports. Detailed evaluations of participation reports in percentage obtained in 
each category are listed in Table 1.
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Table 1. The quality of SOE national report in Lithuania
Dimensions Tested category
Max.
Points
ESTONIA
SOEs Portfolio 
(2013), %
LITHUANINA 
SOEs Portfolio
(2013), %
Cross and summary
information about
the investment
portfolio
General information 5 100 80
Organization and Summary table 14 81.8 85.7
Overview to indicators of company 18 66.7 55.6
Full overview of the company staff 24 12.5 12.5
Information on
individual
companies
Company in general 5 20 20
Corporate goals 6 100 20
Financial relationships between
country and company
6 50 33.3
Financial ratios 43 60 34.9
Performance and impact indicators 3 66.7 0
Management / Executive 6 66.7 33.3
Supervisory body 8 50 50
Staff / number of employees 28 7.14 7.1
Final examination 9 77.8 11.1
Total 175 48 32.57
     
The participation report of the portfolio of SOEs in Estonia reached almost half of the possible points compared 
with established matrix criteria grid. Overall, 48% of the maximum possible points are reached. The highest points 
are met in the "General Information" (100%), "Corporate goals" (100%), as well as the "Organisation and summary 
table" (81.8%), which are the leader. Also, it is important to emphasize that none of the tested category got 0 points. 
However, the biggest attention should be paid to disclosure of „Full overview of the company staff“ (12.5 %), 
„Company in general“ (20%) and „Staff / number of employees“ (7.14 %). The greatest development potential 
exists to most of the categories, however the main are „Overview to indicators of company“ (66.7%%), „Financial 
relationships between country and company " (50%), „Financial ratios“ (60%), „Performance and impact indicators“ 
(66.7%) as well as information on "Management / Executive" (66.7 %) and the category " Final examination " 
(77.8%) which is comerably good.
In all, the report lacks information about the personnel, in terms of number part-time employees, number of 
trainees, number of women in the total workforce. To add, there is no information revealed about the gender 
distribution in SOEs, not speeking about the proportion of women in various hierarchy levels. What is more, there is 
no information disclosured about the separate company overview. 
The participation report of the portfolio of SOEs in Lithuania is not sufficient compared with established matrix 
criteria grid. Overall, only 32.57% of the maximum possible points are reached. The highest points are met in the 
"Organization and Summary Table" (85.7%), "general information" (80%), as well as the "overview to indicators of 
company" (55.6%), which are the leader. However, the biggest attention should be paid to disclosure of 
„Performance and impact indicators“, which were not been reflected in the report at all (so far 0%). The greatest 
development potential exists to most of the categories, however the main are „Full overview of the company 
personnel“ (12,5%), „company in general" (20%), „corporate goals“ (20%), „financial relationships between 
country and company“ (33.3%) as well as information on "Management / Executive" (33,3%) and especially in the 
category "Personal / Number of employees" (7.1%) than also in the "final exam" (11.1%).
After the investigation of SOE portfolio report, it can be said that the main reason for such lack of the points is 
because there is no comparison of indicators in between 2 years’ time. The results are provided for reported year and 
one previous year for comparison. Another issue is that the report lacks information about the personnel, in terms of 
number part-time employees, number of trainees, number of women in the total workforce. To add, there is no
information revealed about the gender distribution in SOEs, as well as the proportion of women in various hierarchy 
levels. What is more, there is no information disclosure about the performance and impact indicators.
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Conclusions
Properly designed reporting system, which coincides with the SOEs mission, can be an important organizational 
efficiency, development and accountability assistant. The most essential objectives are to distinguish the commercial 
and noncommercial activities, to separate and highlight the long and short-term objectives. Also it is important to 
provide accountability by improving the quality of financial statements and disclosing the information about the 
operating performance. Unified reporting standards are important to establish and use so that the performance of all 
SOEs could be comparable in all countries. However, state owned enterprises, as an institutional unit, are extremely 
complex, so the peculiarities of such organizations must be declared. 
Performance measurement in all three Baltic countries has a significant role not only as a policy instrument, but 
also as strength of economy. Numerous changes should be implemented in terms of quality of performance, which is 
followed by the recommendations provided by OECD and other institutions. Even the legal obligations are properly 
set in the documented level, there is still a lack of practical implementation. Generally, information asymmetries are 
not sufficiently reduced and broad information access possibilities for all principals are not provided
In all, it can be said that the reforms of SOEs in Estonia and Lithuania was successfully implemented and the 
proper documents were established. However, the biggest problem is that the practice is lagging behind the 
theoretical requirements. Total participation report investigated in this study meet checkpoints to 48 per cent in 
Estonia and to 32.57 per cent in Lithuania. Undoubtedly, there is still considerable room for improvement. In 
regards the individual categories are striking that the maximum score in categories that the description of the 
company (generally companies, organization chart and summary table) are achieved. 
Thus, the evaluation of reporting quality and recognition of the results and specific characteristics are a key 
element for future performance measurement development process in state owned enterprises of Baltic countries. 
The results obtained can be used for creating the performance measurement system, where various gathered aspects 
would be taken into account. 
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